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Abstract
Purpose – The purpose of this paper is to validate the Endogenous Growth Model by examining the
impacts of Human Capital (HK) and Foreign Direct Investment (FDI) on economic growth in ten
countries from Commonwealth of Independent States (CIS).
Design/methodology/approach – For empirical investigation, a linear regression model based on
growth theory and panel data set covering the time-period from 1993 to 2011 are used. Fixed and
random effects models are applied. On the basis of the Hausman test, the fixed effects model has been
preferred over the random effects model.
Findings – The results support the hypothesis of the study by confirming that HK development is
critical for economic growth. Similarly, FDI has been found to have a facilitating role in promoting
growth in the former Soviet Republics now comprising Central Asian independent economies. This is
despite of the fact that there are country-specific differences across CIS.
Practical implications – The findings suggest that investment climate in the host countries must be
enriched through suitable policies. Improved domestic conditions not only enhance the performance of
multinational corporations but also allow host economies to reap greater benefits of FDI inflows.
Moreover, the findings demonstrate that investment in both education and health are indispensable.
Therefore, improved levels of education and health should be the primary objective running concurrently
with other factors in order to stimulate economic growth.
Originality/value – The choice of CIS has been made because very little research has been found for
the region particularly in the area of economic growth despite strong evidence of commonality in terms
of landlocked geographical layout and economic and political structures of these economies. The region
has gained importance gradually after independence of these states; and it has started to attract foreign
funds in the shape of FDI only recently. Thus, there is a need to evaluate the future prospects pertaining to
the importance of FDI and HK on growth performance of these economies and will insistently contribute
to the literature.
Keywords FDI, Human capital, Panel data, CIS, Economic growth
Paper type Research paper
1. Introduction
The prime objective of every economy is to ensure continuous improvement in the
living standards of the people. A three-prong strategy is routinely pursued that aims at
promoting economic growth while maintaining macroeconomic stability with equitable
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distribution of resources. The countries belonging to the Commonwealth of Independent
States (CIS) are no exception to this general principle[1]. The genesis of this strategy lies in
the “endogenous” growth theory and its extensions that emphasizes improvement in
efficiency through enrichment of human and social capital, innovation and entrepreneurial
skills besides accumulation of physical capital[2]. Whereas the role of human capital (HK)
to aggregate output is now well established through extensive theoretical and empirical
research whereby HK development – measured through possession of education and
improvement in health status of the population – has been found to be a critical source of
economic growth (Becker, 1964; Mincer, 1974; Romer, 1986; Lucas, 1988), the significance
of international capital flows in generating economic activity has taken roots only after the
onset of financial liberalization about two decades ago. With an increasing evidence of
drying up of international funds in the shape of foreign aid and grants, the emphasis has
now been shifted toward the availability of Foreign Direct Investment (FDI) to accelerate
economic activity in resource-deficient economies[3]. However, these flows are not available
to all countries. Instead, these investments are being attracted by only those countries that
have strong social infrastructure (Hall and Jones, 1999) in the shape of well-functioning
state institutions, stable governments, sound economic policies; and an adequate level of
physical infrastructure including HK (Alfaro et al., 2004; Janjua and Samad, 2007).
How the group of countries comprising CIS is dealing with these two important
sources of growth is the objective of present study. Specifically an attempt is being made
to analyze the impact of HK and FDI on economic growth of CIS using panel data set
comprising 19 observations for each of the ten individual countries thereby providing
190 observations to carryout robust empirical investigations. The choice of CIS has been
made for two reasons; first, very little research has been found for the region particularly
in the area of economic growth despite strong evidence of commonality in terms of
landlocked geographical layout and economic and political structures of these
economies[4]. This study conjectures that due to these similarities whereby transition
is being taking place from centralized market structure to outward orientation, these
economies are exposed to similar economic shocks. Second, the region has gained
importance gradually after independence of these states and it has started to attract
foreign funds in the shape of FDI only recently[5]. Thus, there is a need to evaluate the
importance of these flows on growth performance and future prospects of these economies.
The format of the paper is as follows: Section 2 presents a critical review of literature
with specific focus on studies related to the CIS region. Section 3 describes the methodology
of present study and data sources to analyze the issue. Analyses of empirical findings are
provided in Section 4 and finally Section 5 summarizes the results with conclusions and
implications.
2. Literature review
Undertaking investment on foreign shores has been explicitly discussed by Dunning
(1988) in OLI (ownership, location and internationalization advantages) eclectic paradigm.
It is argued that when foreign investor invests in a host country, advanced technologies
and new ideas from the source country are transferred to the host country thereby
increasing market competition. The greater competition not only improves efficiency but
also contributes toward lowering prices for consumers. The entire virtuous circle is thus
regarded as welfare improving. Similar is the situation with FDI which brings in investible
financial resources to capital scarce countries[6]. This transaction is regarded as relatively
stable compared to commercial debt or portfolio investment. Flowing throughmulti-national







































risky. Besides easing of capital constraints, there are intangible gains also in the form of
entrepreneurial skills that also promote employment opportunities in the host country.
Based on these spillover effects, many earlier studies have described FDI as the “new”
engine of economic growth for the recipient countries (Kobrin, 2005). The study of Kok
and Ersoy (2009) has shown that besides direct impact, the incoming FDI has inestimable
other influences on the recipient country’s economy. It affects the income.
With regard to HK development, Becker (1962) in his seminal study had explained
how schooling, on-the-job training, medical care, vitamin consumption and acquiring
information about the economic systems help in improving the physical and mental
abilities of people and thereby raising real income prospects. More recently, the
endogenous growth model has brought HK to the forefront (Romer, 1986; Lucas, 1988;
Becker et al., 1990). Since then a number of studies have confirmed that investment in HK
in the form of expenditure on education leading to higher enrollment, on-the-job training,
and improved concentration on preventive and curative healthcare have augmented the
level of economic growth (Barro and Lee, 1992; Levine and Renelt, 1992; Bloom et al.,
2004; Tiruneh and Radvansky, 2011; Farkas, 2012). In fact, Rashid (2000) has concluded
that economic development is but one facet of human development. Hansson and Henrekson
(1994) have found that government consumption (GC) spending is growth-retarding but
spending on education has a positive impact on economic growth. Similar are the findings of
Azam and Ahmed (2010) who found that both components of the HK, i.e. education and
health have positive and statistically significant impacts on economic growth of Pakistan.
On the other hand, and quite surprisingly, Alfaro et al. (2004) recorded a weak direct link
between education and economic growth.
Compared to unequivocal support for HK in the growth literature as prime determinant
of productivity, the link between FDI and growth is not so obvious in nature[7].
Nonetheless, there are several studies which have shown significant and positive impact of
FDI on growth, even though there few exceptions to this outcome also. For instance,
Balasubramanyam et al. (1996) have found that the effect of FDI on economic growth is
relatively resilient for countries that pursue outward-oriented trade policy. Borensztein
et al. (1998) concluded that FDI contributes to economic growth only when a sufficient
absorptive capability of the advanced technologies is available in the host economy. The
study of Xu (2000) found that FDI brings technology and encourages economic growth
only when the recipient country has minimum threshold level of HK. Compared to these,
Levine and Renelt (1992), Borensztein et al. (1998) and Ray (2012) have found direct effect of
FDI on economic growth. In a comparative empirical study Azam (2013) found the impact
of FDI on economic growth statistically significant in Kazakhstan and insignificant in
Azerbaijan during the period from 1995-2011. The study of Cambazoglu and Karaalp
(2014) found strong linkages between economic growth, inward FDI, and exports for
Turkey during 1980-2010 and employed the vector auto-regression model. Thus, it is
expected that the more is the incoming FDI, the higher would be the economic growth
rate of recipient countries.
Regarding the impact of economic policies on growth the outcome is even murkier.
Barro (1995) used data for around 100 countries from 1960-1990 to assess the effect of
inflation, a measure of monetary policy, on economic performance. The regression
results indicated that a 10 percent increase in average inflation per year leads to
0.2-0.3 percent reduction in the growth rate of real per capita GDP. Alexander (1990)
used a panel of 13 OECD countries for the period 1959-1984 and found negative impact
of government spending (fiscal policy measure) and inflation rate on economic growth.






































(GCF) on economic growth. However, Tiwari and Mutascu (2011) found insignificant
results on the effect of GCF on economic growth.
The empirical studies on determinants of economic growth for the CIS region are
relatively scarce. From the available literature, Campos and Kinoshita (2002) have
tested the effects of FDI on growth in the 25 Central and Eastern European (CEE) and
the CIS transitional economies over the period 1990-1998. Using five different model
specifications, the study found a positive and significant impact of FDI on economic
growth. The study, however, failed to find positive and significant relationship between
HK and economic growth. Lack of variation in the HK was suggested a possible reason
for its statistical insignificance. In a relatively recent study Gursoy and Kalyoncu (2012)
have established causation running from FDI to GDP in Georgia. This study was rather
restricted in nature as it focussed only on two variables and that too for a short span of
time running from 1997 to 2012. In a study, Jude and Levieuge (2013) examined the
effect of FDI on economic growth conditional on the institutional quality of recipient
countries. The study covered 94 developing countries including five countries from CIS:
Armenia, Azerbaijan, Belarus, Kazakhstan and Ukraine, over the period 1984-2009. The
results revealed that FDI alone had no significant effect on growth but institutional
quality had a moderating impact on FDI that in turn influences economic growth.
3. Methodology and data
The Panel data set for ten CIS is balanced that ranges between 1993 and 2011 providing
190 observations[8] and requiring panel data estimation technique for efficiency of
econometric estimates. According to Baltagi (2005) extended data series improves
degrees of freedom, reduces business cycle effects, mitigates collinearity among the
variables, and provides more efficient estimates than time series or cross-section data.
Moreover, panel estimation allows us to control for heterogeneity and minimizes the
misspecification bias (Kimino et al., 2007).
To verify quantitatively the effects of HK, FDI, GCF, general government final
consumption expenditures, and inflation rate on economic growth in ten countries from
CIS, the following econometric model based on growth theory has been developed:
Yit ¼ a0þa1HKitþa2FDI itþa3GCFitþa4GCitþa5Pitþμit (1)
where Y, HK, FDI, GCF, GC and P represent GDP per capita growth (annual
percentage) for country i in period t, HK, foreign direct investment net inflows as
percent of GDP, GCF (formerly called gross domestic investment) as percent of
GDP, general government final consumption expenditure as percent of GDP, annual GDP
deflator in percentage (inflation rate) and µt is error term. Two proxies have been used for
HK. These include life expectancy at birth (HKle) and gross secondary school enrollment
in percentage (HKsch)[9]. The data on monetary variables are in current million US$.
Inflation is measured as annual growth rate of the GDP implicit deflator rather than
consumer price index (CPI) to capture the rate of price change in whole of the economy.
The main sources of data are World Investment Report (various issues), International
Financial Statistics (various issues) and World Development Indicators, the World
Bank database.
In Equation (1) it is hypothesized that the effects of HK, FDI, and GCF on economic
growth would be positive and the effects of general government final consumption







































4. Estimation and results
Table I presents summary of the descriptive statistics and correlation matrix of all
variables. The data statistics demonstrate considerable cross-sectional variations[10].
For instance, the average per capita GDP growth for the countries under study is
3.6 percent and the standard deviation is 9.6. The Azerbaijan’s economy attained the
highest and the lowest growth values of 33 percent and −24.3 percent in per capita
GDP over the sample period[11]. The country also received relatively highest FDI
inflows relative to GDP, i.e. 45.2 percent in 2003, whereas it also recorded the lowest
inflows of −14.4 percent in 2007[12]. The mean value of FDI as percent of GDP has been
found to be 5.5 percent and standard deviation has been 9.6. The average inflation rate
during the study period is 288.1 percent with a standard deviation of 1,285.4 showing
extreme fluctuations. The data demonstrates that Georgia[13] experienced the highest
rate of inflation of 15,442.3 percent followed by Armenia. Azerbaijan recorded the
lowest inflation rate of −18.85 percent during this period. The average expenditure
relative to GDP in these states was 15.4 percent and the standard deviation is 5.1. The
average of GC was highest in Kazakhstan, i.e., 29.4 percent and lowest in Georgia,
i.e. 5.9 percent of GDP. The mean of life expectancy – a proxy for HK has been 67.8
years with a standard deviation is 2.8. Whereas Armenia had the highest average life
expectancy of 73.4 years, it was lowest in Tajikistan at 62.3 years.
The correlation matrix results in Table I bear correct signs and support
the hypothesis. As expected, the economic growth is positively related with FDI,
GCF and life expectancy. Similarly, as hypothesized in this study, the effects of
inflation rate and general government final consumption expenditure are negative
on economic growth.
Regarding estimates of the regression model where GDP per capita income is the
response variable and the regressors are HK, FDI, GCF and inflation rate, the Hausman
test is used to decide whether fixed or random effects models would be appropriate for
estimation. The Hausman test (Hausman, 1978) can be used in order to choose between
the fixed effects model and random effects model (see Greene, 2008). An insignificant
p-value ( pW0.05) shows that to use random effects model is safe, otherwise the fixed
effects model should be used (Klarner, 2010, p. 138). The Hausman’s test of the study
indicates that the fixed effects model is preferable to the random effects model. The
utilization of the fixed effects model is more consistent because it does not entail the
assumption of no correlation between the country-specific effects (Kimino et al., 2007).
However, to estimate Equation (1), both fixed effects model and random effects models
with cross-section weights to consider for cross-section heterogeneity are used and
the results are reported in Table II. The empirical results indicate that most of the
coefficients appear with expected signs and are significant statistically.
Summary statistics Correlation matrix between used variables
Variables Mean SD Min. Max. Y FDI GCF GC HKle P
Y 3.588 9.633 −29.841 33.030 1
FDI 5.050 6.276 −14.369 45.149 0.168 1
GCF 25.159 9.605 2.646 59.000 0.129 0.470 1
GC 15.369 5.105 5.861 29.39 −0.247 −0.278 −0.159 1
HKle 67.768 2.792 62.286 73.79 0.235 0.028 −0.166 0.002 1
P 288.120 1,285.388 −18.848 15,442.30 −0.421 −0.138 −0.159 −0.117 0.014 1










































It is evident from Table II (Panel A) that although the theoretically positive relationship
between FDI and economic growth has been verified by the empirical results but the
coefficient is statistically insignificant in the fixed-effect and the random-effect models.
The reason could be the initial environment of economic uncertainty in the newly
independent states of CIS which restricted the FDI flows initially. In fact these flows have
remained intermittent as the time progressed. With few exceptions, some of the CIS were
unable to attract any significant amount of FDI[14]. The result for the HK proxy has been
found to be statistically significant at one percent level and also bears correct sign thereby
confirming the basic hypothesis that investment in HK is growth-promoting. The finding
indicates that with one unit increase in the HK brings about 1.9 percent enhancement
in growth in the fixed-effects model which reduces to 0.83 percent increase when the
random-effects model is considered. The results for other explanatory variables
incorporated in the model are also found to be statistically significant and carry the
expected signs. The only exception has been the GCF variable. Inflation rate (P) is
incorporated in the study to measure the extent of economic ( price) stability. The results
show that inflation rate has negative effect on economic growth. The size of the coefficient
has been −0.003 (in both fixed-effects and random-effects models) suggesting that one
percentage point increase in inflation rate dampens economic growth by 0.3 percent.
Surprisingly, excessive GC has been found to have an adverse impact on growth.
Besides life expectancy, gross secondary school enrollment in percentage has also




Intercept −116.634 −43.479 −51.635 −99.333
[29.129] [13.881] [17.030] [29.453]
(4.004) (3.13) (3.03) (3.37)
FDI 0.196 0.019 0.009 0.169
[0.125] [0.105] [0.112] [0.123]
(1.57) (0.19) (0.08) (1.37)
GCF −0.099 0.004 0.054 −0.029
[0.067] [0.067] [0.088] [0.072]
(1.48) (0.05) (0.614) (0.40)
GC −0.658* −0.559* −0.538* −0.689*
[0.117] [0.116] [0.121] [0.116]
(5.61) (4.81) (4.43) (5.92)
P −0.003* −0.003* −0.003* −0.003*
[0.0003] [0.0004] [0.0004] [0.0003]
(9.29) (7.60) (7.13) (9.29)
HKle 1.959* 0.833* 0.904* 1.645*
[0.428] [0.202] [0.232] [0.456]
(4.57) (4.13) (3.905) (3.61)
HKsch – – 0.049** 0.029**
[0.029] [0.018]
(1.65) (1.63)
Hausman test ( p-value) 20.714 (0.000) – 12.655 (0.048) –
R2 (adj. R2) 0.54 (0.51) 0.33 (0.31) 0.36 (0.33) 0.57 (0.53)
F-stat. ( p-value) 14.87 (0.000) 17.71 (0.000) 15.24 (0.000) 14.90 (0.000)
Notes: GDP per capita growth is response variable. Standard errors are in brackets and t-values are in









































significance of education on growth. The education variable has had a positive and
statistically significant impact on economic growth during the period under the study.
These findings are consistent with the earlier studies of Alexander (1990), Bloom et al.
(2004), Tiruneh and Radvansky (2011) and Farkas (2012).
In order to test the robustness of the coefficients, GDP per capita has been regressed
against FDI and HK variables only and each of the countries has been excluded one by
one. The results are summarized in Table III. The fixed-effects model, where each country
is omitted from the panel, shows that investment in HK that enhances longevity has
positive and strong effect on economic growth in all models. FDI on the other hand, has
positive and statistically significant effect on economic growth only in case of without
Armenia, without Azerbaijan, without Tajikistan and without Turkmenistan. This
outcome confirms yet again that some of CIS either have not reached a level of economic
stability where FDI matters or they possess enough domestic savings that outweighs the
need for foreign flows in promoting economic growth.
The preceding exercise has been further investigated by introducing two different
proxies of HK with different lag lengths[15]. As indicated, life expectancy and school
enrollment, proxies for HK, are defined as HKle and HKsch and their impact is captured
on economic growth. The least squares results presented in Table AI indicate that in
case of Azerbaijan the effect of human capital (HKle) on economic growth has been
statistically significant at 1 percent level but FDI has an insignificant effect on growth.
This situation remains same when lagged vales of the regressors are used. In case of
Armenia only lagged HK is found statistically significant. The impact of FDI and
human capital (HKle) on economic growth is statistically insignificant in case of Belarus
Countries Estimated equations R2 F-stat.
Hausman test
( p-value)
10 countries Y¼−195.62+ 0.232*** FDI+ 2.922* HKle (2) 0.25 5.28 23.926
(6.08) (1.72) (6.13) (0.000)
Without Armenia Y¼−243.56 + 0.189 FDI+ 3.649* HKle (3) 0.29 6.86 35.887
(6.71) (1.65) (6.76) (0.000)
Without Azerbaijan Y¼−139.24+ 0.569** FDI+ 2.066* HKle (4) 0.22 4.55 8.297
(3.66) (2.42) (3.64) (0.016)
Without Belarus Y¼−196.28+ 0.151 FDI+ 2.942* HKle (5) 0.23 4.83 25.174
(5.79) (1.29) (5.86) (0.000)
Without Georgia Y¼−192.61+ 0.132 FDI+ 2.911* HKle (6) 0.23 4.82 19.877
(5.80) (1.11) (5.89) (0.000)
Without Kyrgyzstan Y ¼−188.42+ 0.221 FDI + 2.821* HKle (7) 0.23 4.67 21.154
(5.48) (1.59) (5.54) (0.000)
Without Kazakhstan Y¼−210.48+ 0.135 FDI+ 3.140* HKle (8) 0.25 5.16 25.238
(6.06) (1.16) (6.14) (0.000)
Without Tajikistan Y¼−179.89+ 0.237*** FDI+ 2.679* HKle (9) 0.23 4.68 17.619
(5.25) (1.71) (5.30) (0.000)
Without Turkmenistan Y¼−180.38+ 0.259*** FDI+ 2.676* HKle (10) 0.20 5.06 15.665
(5.53) (1.81) (5.58) (0.000)
Without Uzbekistan Y¼−164.13+ 0.200 FDI+ 2.456* HKle (11) 0.20 3.92 20.869
(4.74) (1.47) (4.79) (0.000)
Without Ukraine Y¼−196.52+ 0.205 FDI+ 2.944* HKle (12) 0.25 5.42 23.820
(6.02) (1.51) (6.09) (0.000)
Notes: GDP per capita growth is response variable. t-values are in parentheses: Fixed-effects model.
*,**,***Statistically significant at 1, 5 and 10 percent levels, respectively
Table III.








































and Ukraine. The results show positive effect of FDI on economic growth only in
Kazakhstan and Turkmenistan economies. When lagged FDI is used it leaves a
significant effect on growth in Tajikistan and Uzbekistan. This mixed pattern
continues for other states as well. Compared to this, the positive contribution of HK
variables – i.e. secondary school enrollment (HKsch) and life expectancy at birthHKle on
economic growth has been established through alternative model specifications
presented in Table AI. This outcome provides further support to our earlier claim
based on the findings in Tables I-III.
5. Summary and conclusion
The objective of present study was to investigate how far investment in HK and the
availability of FDI have contributed toward economic growth of ten countries of
Commonwealth Independent States. Using sufficiently long series of panel data, the
study applied the fixed-effects and random-effects models where the Hausman test
favored the use of the fixed-effects model. The study has found theoretically consistent
results. Whereas price instability in the shape of inflation and excessive role of
government have added vulnerabilities to individual economies, the importance of FDI
in promoting growth has been found to be less conclusive. We may attribute the
statistically weak positive effect of FDI on economic growth to uncertainty and initial
economic disturbances in the newly independent states which eluded the incoming of
FDI. Not only that many of the CIS were unable to attract desirable amount of FDI
flows soon after their independence, these economies also suffered from capital scarcity
and introduction of latest technology in their production processes at the initial stages.
Empirical results reveal that education has a positive impact on economic growth.
Similarly, results of HK captured through life expectancy proxy for health had a
positive effect on economic growth. This outcome corroborates the findings of
development economists including Ranis (2004) and Ranis et al. (2005) who have
advocated that only those economies enter the virtuous cycle of growth where the
impact of HK investment reinforces impact of investment in physical capital
through promoting savings and investment.
The findings suggest that policy makers need to consider the importance of FDI
inflows in the process of economic growth and development. The investment climate in
the host countries should facilitate and attract potential investors through favorable
business environment and economic policies. Consequently, improved domestic
conditions not only enhance the performance of multinational corporations but also
allow host economies to reap greater benefits of FDI inflows. The findings further
demonstrate that investment in both education and health are indispensable.
Therefore, improved levels of education and health should be aimed concurrently in
order to stimulate economic growth.
Notes
1. The CIS was established in 1991 and this association includes 12 independent states, every
one of which is a former Soviet republic. CIS excluded three Baltic States (Estonia, Latvia
and Lithuania). Four CIS countries are in Europe: Belarus, Moldova, Russia and Ukraine.
Russia is a special case occupying area in Europe but also in Asia. Three CIS countries are
in Caucasus and thus, between Europe and Asia: Armenia, Azerbaijan and Georgia. The
remaining five CIS countries are in Central Asia: Kazakhstan, Kyrgyzstan, Tajikistan,
Turkmenistan and Uzbekistan (Tiusanen and Kinnunen, 2005). However, as per data
availability this study includes only ten countries that are Armenia, Azerbaijan, Belarus,







































2. See, for example Lucas (1988), Romer (1990), Mankiw et al. (1992), Aghion and Howitt (1992).
Barro and Sala-i-Martin (1995) have pointed out that the contributors to growth could
be all those factors that encourage domestic saving and investment, education, R&D
and free trade.
3. FDI does not comprise of short-term flows of money, such as portfolio investment. Rather a
broader concept is used here which includes investment in financial assets ( portfolio
investment) as well as in productive assets.
4. Abundant literature on FDI, human capital and economic growth is available for many
developing economies, but CIS are rather exceptions.
5. For instance, the total FDI to CIS has climbed up to US$84.5 billion in 2011 from US$64.1
billion in 2010. Armenia and Kyrgyzstan are the two exceptions where these flows have
decreased in 2011. In view of this it is important to understand how relevant these funds are
for overall growth of CIS economies.
6. FDI usually through green-field investment directly introduce new capital accumulation in
a host country, while merger and acquisition (M&As) may not lead to capital accumulation
in the short-run.
7. The findings of Hausmann and Fernandez-Arias (2000) suggested that higher levels of FDI
are not, in fact, a sign of economic good health, while, higher levels of economic development
tend to be associated with lower rather than higher shares of FDI in total capital flows.
Herzer et al. (2008) find that 28 developing countries from Latin America Asia and Africa,
there exists neither a long-term nor a short-term effect of FDI on growth.
8. Usually, panel and long period data are considered meaningful for economic growth
determination (Islam, 1995). However, some studies like Mencinger (2003) explored the
relationship between FDI and economic growth in eight transition countries during 1994-2001.
Campos and Kinoshita (2002) used data for the period 1990-1998 and examined the effect of
FDI on growth in the 25 CEE and former Soviet Union transition countries. Therefore, based
on some prior empirical surveys, panel data set for the time period from 1993 to 2011 of this
study is valid for empirical investigation.
9. Due to non-availability of data on gross secondary school enrollment (%) is used only in
six countries namely Armenia, Azerbaijan, Georgia, Kazakhstan, Kyrgyzstan and Uzbekistan.
While, the other proxy used is life expectancy at birth which has also used by many studies
like (see Barro, 2003; Bloom et al., 2004).
10. Since majority of the CIS economies came into being in 1990s, the data shows perceptible
fluctuations. Moreover, because of more than one outliers, the present study has not skipped
outliers. Tiusanen and Kinnunen (2005) have also reported that the flow of fundamental
supplies (i.e. energy bearers, metals, etc.) stopped abruptly into CIS countries after they
separated from the former Soviet Union in 1991; they experienced huge shocks in the
beginning. in the early 1990s: the old “division of labour” created during several decades
suddenly collapsed. The ultimate result was that all newly independent states of CIS faced
economic decline. One of the defining stylized facts is the huge output drop of the ten years
of the transition from centrally planned to market economy. Output dropped in every single
country, with no exceptions and it took longer than expected to recover (Campos and
Kinoshita, 2002).
11. When the Popular Front government collapsed in 1993, Azerbaijan appeared to be the
quintessential “failed state.” It had lost a war and seen half of its economic production
disappear. Hyperinflation was recorded during the period 1992-1993 (BTI, 2012).
12. FDI net inflows are used in this study which refers to FDI inflows minus outflows of money.






































profits abroad) are more than FDI inflows. FDI inflows to Azerbaijan were estimated at
current US$ −1,289,475,000, −5,034,521,000 and −540,824,000 during 2006, 2007 and 2008,
respectively (The World Bank, 2013). According to Campos and Kinoshita (2002) based on
four measures, they found that FDI inflows into transition economics (see earlier list of
countries) have been constantly rising but their magnitude and importance remain highly
uneven among the country subgroups.
13. During the first years of independence Georgia experienced hyperinflation ( percentage
change in end-year consumer prices amounted about 7,488 percent in 1993 and 6,474
percent in 1994). Georgia experienced significant economic crisis after independence
and GDP was declined almost by 70 percent during 1992-1993. The government unable to
collect taxes had to get external debt resulting in significant foreign outstanding arrears,
where huge monetary emissions caused hyperinflation at the same time (Cukrowski and
Kavelashvili, 2002).
14. It is also reported by Kudina and Jakubiak (2008) through a survey during 2007-2008 and
found the various obstacles in the way of FDI inflows to CIS countries such as volatility of
the political environment, uncertainty about the economic environment, ambiguity of the
legal system, corruption, lack of physical infrastructure, backward technology, lack of
business skills, finding a suitable partner and tax administration. See also Tiusanen and
Kinnunen (2005).
15. The estimation and discussion of model with different lag lengths and different proxies of
human capital (HK) are included in the paper as per the suggestion of the referee.
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The effects of human
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